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employer and the labourer. The freer the contracts between
them the better, since they all shared in the results of produc-
tion. There was, however, a factor largely beyond their control
which affected the amount they would receive3 namely the
price their produce would fetch in the market. The conditions
determining this price, therefore, must be considered first. Once
the price was fixed it became possible to analyse what might
be called the statics of the problem of distribution. The share
of the price which would go to each party could be discovered,
the shares varying according to variable conditions apart from
the price. And after the shares were determined, the economist
must proceed to the dynamics of the problem and consider how
variations in the income of the parties affected the price and
how variations of the price affected their incomes.

This undoubtedly was the intended order of procedure, but
in the interests of clarity it became the practice to consider
each kind of income separately. Adam Smith, it is true, endea-
voured to take wages and profit together in one section, but the
result was great confusion and subsequent writers nearly all
gave a separate chapter or section to each. The outcome of
this was lack of co-ordination between the theories and often
a considerable amount of argument in circles. The rate of
wages in a particular industry was made to depend upon the
rate of profits, which it was assumed had already been deter-
mined by conditions apart from wages. But when one turned
to discover what conditions had determined the profits, one
found that they depended upon wages. The older economists
never succeeded in producing a theory of distribution which
was entirely free from this criticism.

The general plan, however, adopted by Adam Smith was
used and enlarged upon by his successors. Land, labour, and
capital became the three essential factors of production. When
the Entrepreneur' was introduced, 'organizing ability', his con-
tribution to production, became a fourth essential factor. From
that period four kinds of income almost corresponded with four
factors of production. The labourer received wages, the capi-
talist interest, the landlord rent, and the entrepreneur profits*